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An  Analysis  of  the  1967  Special  Commission  to  Develop  a  Master  Tax  Plan 

The  purpose  of  this  papers  is  to  briefly  describe  and  evaluate  the 
work  of  the  Special  Commission  to  Develop  a  Master  Tax  Plan,  established 
under  the  Resolves  of  1967,  Chapter  162.   The  research  is  based  on  a  review 
of  the  Commission's  documents  and  interviews  conducted  with  people  who 
served  on  the  Commission. 

The  Commission  was  an  outgrowth  of  the  1966  sales  tax  controversy 
and  the  growing  belief  that  a  comprehensive,  long-term  tax  plan  was  needed 
in  the  Commonwealth.   Governor  Volpe,  with  members  of  the  Senate  and  House 
leadership  initiated  the  Commission. 
The  Commission's  Purpose 

The  Commission  was  established  to  study  the  entire  area  of  taxation 
within  the  Commonwealth.   Its  responsibilities  included  studying  state, 
local,  special  district,  and  county  taxation,  and  the  assessment,  collection, 
and  distribution  of  taxes  and  revenues.   Moreover,  the  Commission  was  to 
develop  a  master  taxation  planning  program  for  the  decade  1969-1979.   The 
Commission  was  responsible  for  all  research  pertaining  to  such  a  plan  and 
expected  to  provide  recommendations  for  meeting  the  revenue  needs  of  the 
entire  state.   Finally,  the  Commission  was  to  recommend  revisions  in  the 
existing  tax  laws,  based  upon  their  research  and  master  tax  plan. 
The  Commission's  Membership 

The  Commission  consisted  of  three  Senate  members,  five  House  members, 
and  seven  persons  appointed  by  the  Governor.   In  addition,  an  Executive 
Director,  Research  Director,  and  staff  was  assigned  to  the  Commission. 
(See  Appendix  1  for  a  listing  of  the  Commission's  membership.) 
The  Commission's  Internal  Structure 

Four  working  committees  were  established.  The  committees  were: 
1)  the  Committee  on  Constitutional  Problems;  2)  the  Committee  on  the 
Revenue  Structure  and  Comparisons  with  Other  States;  3)  The  Committee  on 


the  Economy  and  Its  Growth  Potential;  and  4)  the  Committee  on  Revenue  Needs 
of  the  Commonwealth  and  Political  Subdivisions.   These  committees  corresponde 
to  the  four  reports  which  were  eventually  produced. 

The  work  of  the  Commission  was  structured  into  three  phases.   Phase  I 
dealt  with  the  preparation  of  the  four  committee  reports.   Phase  II 
involved  discussions  of  the  four  reports  and  decisions  as  to:   1)  how 
the  revenue  structure  should  be  changed  to  achieve  a  better  balance  among 
revenue  sources;  2)  what  the  total  revenue  needs  of  the  Commonwealth  and 
its  political  subdivisions  would  be;   3)  what  the  total  revenue  potential 
would  be;  and  4)  how  the  total  required  revenue  needs  should  be  allocated 
to  the  various  levels  of  government.   Phase  III  involved  decisions  as  to 
the  future  of  specific  taxes  and  distribution  formulas.   For  Phase  III, 
seven  subcommittees  were  created,  which  included:   1)  Property  Tax;  2) 
Personal  Income  Tax;  3)  Sales  and  Excise  Taxes;  4)  Business  Taxes;  5) 
Miscellaneous  Taxes;  6)  State  Aid  to  Cities  and  Towns;  and  7)  Non-tax 
Revenues.   In  addition,  another  committee,  the  Committee  on  Coordination 
was  formed  out  of  the  chairmen  from  each  of  the  seven  subcommittees.  (See 
Figure  1,  depicting  internal 'structure  of  the  Commission.) 

At  the  height  of  the  Commission's  activities,  23  full  and  part-time 
staff  members  were  employed.   Most  of  the  staff  came  from  area  high 
schools,  colleges,  and  law  schools.   Staff  members  rotated  from  one 
committee  or  subcommittee  to  another  as  the  need  arose.   By  and  large, 
the  Commission's  Executive  Director,  Robert  McClain,  was  responsible  for 
outlining  the  general  research  topics  and  providing  direction  for  the 
Commission.   Charles  Cobb,  the  Research  Director,  was  responsible  for  the 
day-to-day  operations  and  supervision  of  the  staff.   While  Cobb  served  as 
a  salaried  employee  of  the  Commission,  McClain,  at  that  time,  was 
Research  Director  of  the  Legislative  Committee  on  Taxation,  and  received 
no  compensation  for  his  work  on  the  Commission.   The  Commission's  offices 
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Figure  1. 
The  Special  Commission  to  Develop  a  Master  Tax  Plan 
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were  located  on  the. eighth  floor  of  100  Cambridge  Street. 
Summary  of  the  Commission's  Four  Reports 

This  section  contains  a  brief  description  of  the  Commission's  four 
reports,  the  major  products  that  were  produced. 

*  Constitutional  Limits  on  the  Tax  Power.   This  report  provided  a 
legal  interpretation  of  the  Commonwealth's  authority  to  levy  taxes  on 
persons  and  property,  and  excises  on  merchandise  ani  commodities .   The 
Massachusetts  Constitution  of  1780  stated  that  taxes  were  to  be  "proportional 
and  reasonable,"  while  excises  were  to  be  "reasonable." 

Accordingly,  the  report  stated  that  taxes  on  property  "must  be 
levied  at  the  same  rate  on  all  property  within  each  taxing  district, 
without  special  exemptions  or  rate  differentials."  (It  is    important 
to  note  that  this  report  was  prepared  prior  to  the  passage  of  the 
Classification  Amendment  in  1978,  which  alters  this  limitation  on  taxing 
power. ) 

The  report  also  mentioned  that  an  amendment  approved  in  1915  allowed 
the  tax  on  securities  to  be  based  on  income  and  levied  at  a  uniform  rate 
different  from  the  rate  on  earned  income.   (To  this  date,  the  state  has 
not  yet  passed  a  constitutional  amendment  allowing  graduated  rates  on  income) 

Excise  taxes,  however,  need  not  be  proportional,  as  pointed  out  in 
the  report.  The  inheritance  tax,  an  excise  on  the  transmission  of  property 
at  death,  as  well  as  taxes  levied  on  each  gallon  of  motor  fuel,  were 
considered  valid  excises.   The  Commission  also  recognized  that  excises 
could  be  levied  on  "privileges"  conferred  by  the  state,  (e.g.,  doing 
business  as  a  corporation)  but  not  on  "common"  rights,  (e.g.,  doin'g  business 
as  a  trust  with  transferable  shares.) 

*  The  Revenue  Structure  and  a  Comparison  With  Other  States.  This 
report  examined  the  revenue  structure  of  Massachusetts  for  the  period, 
1949  to  1968,  and  compared  the  position  of  Massachusetts  to  other  states. 


The  report  described  Massachusetts  as  a  relatively  prosperous  state 
which  had  been  able  to  meet  a  higher  than  average  demand  for  public 
services.   In  the  report,  taxes  were  grouped  into  five  categories: 
property  taxes,  personal  income  tax,  consumer  and  transaction  taxes, 
business  excises,  and  miscellaneous  taxes.    Although  the  report  found 
that  Massachusetts  was  heavily  dependent  upon  property  taxes  compared  to 
other  states,  during  the  20  year  period  (1949-68)  property  taxes  declined 
as  a_ share  of  total  state  and  local  revenues  from  61  percent  to  53  percent. 
Other  changes  since  1949  included  the  decline  of  the  relative  importance 
of  the  business  excises  since  the  introduction  of  the  sales  tax.   Although 
consumer  and  transaction  taxes  produced  more  revenue  than  business  excises 
in  1969  (in  1949  the  opposite  was  true) ,  sales  taxes  were  generally  lower  in 
Massachusetts  than  in  other  states.   The  report   pointed  out  that  the 
component  of  the- tax  system  to  change  most  since  1949  was  the  personal 
income  tax.    The  growth  in  income  tax  revenues  resulted  more  from  a 
growth  in  earned  income  than  from  an  increase  in  tax  rates.   Finally, 
in  comparison  with  other  states,  Massachusetts  derived  relatively  less 
revenue  from  licenses   and  fees,  and  other  non-tax  revenues. 

The  second  report  also  provided  some  interesting  historical 
observations  concerning  the  tax  system  in  Massachusetts.   From  this 
report,  we  were  told  that  the  local  property  tax  was  the  oldest  tax 
and  also  the  most  complex  because  of  the  many  exemptions  enacted  over  the 
years.   Moreover,  other  taxes  were  descendants  of  the  property  tax  because 
they  were  implemented  to  cure  inequitities  or  inefficiencies  in  the  local 
property  tax.   These  uniform  statewide  taxes  on  certain  classes  of  property 
included:   the  motor  vehicle  excise,  and  the  excises  on  farm  animals  and 
equipment,  boats,  and  airplanes.   In  addition,  the  report  suggested  that 
the  personal  income  tax  and  the  property  tax  base  of  the  corporation  excise 
came  into  existence  as  substitutes  for  the  property  tax. 


According  to  this  report,  the  original  purpose  of  the  personal  income 
tax  was  to  remove  inequities  in  the  local  assessment  of  stocks  and  bonds 
under  the  property  tax.   Moreover,  the  personal  income  tax  was  described 
as  a  series  of  taxes,  levied  at  different  proportional  rates.   The  report 
called  the  tax  on  earned  or  business  income  and  the  tax  on  annuity  income 
a  "direct  descendant  of  an  ancient  component  of  the  local  property  tax. " 
The  income  tax  amendment,  which  was  added  to  the  Constitution  in  1915, 
resulted  in  a  personal  income  tax  structured  that  differed  greatly  from 
the  federal  income  tax  and  income  tax  structures  of  other  states.   The 
report  stated,  however,  that  in  recent  years,  the  methods  of  determining 
income  under  the  Massachusetts  tax  conformed  more  closely  to  federal 
procedures. 

Other  historical  notes  included  those  on  the  consumer  and  transaction 
taxes  in  Massachusetts.   The  excise  on  cigarettes  and  alcoholic  beverages 
began  in  the  1930s,  but  the  sales  and  use  tax  was  first  adopted  in  1966. 
The  sales  and  use  tax  was  described  as  one  of  the  lowest  in  cormoarison  to 
other  states  because  of  the  limited  base  to  which  the  tax  was  applied. 
While  it  was  found  that  the  motor  fuels  tax,  sales  and  use  tax,  and  deeds 
excise  were  common  throughout  the  country,  separate  taxes  like  the 
Massachusetts  meals  excise  and  room  occupancy  excise  were  less  widespread 
at  the  time  of  the  report. 

Business  excises  were  described  as  the  taxes  on  the  privilege  of 
doing  business  in  the  Commonwealth.   The  corporation  excise,  first 
levied  in  1864,  was  the  most  important  of  the  taxes  on  business.   A  tax 
on  net  income  was  added  in  1919,  but  the  proeprty  base  was  retained 
(although  greatly  altered  in  1962) .   Separate  excises  were  found  to 
be  imposed  on  commercial  banks,  savings  banks,  insurance  companies,  and 
public  utility  corporations. 

Of  the  miscellaneous  taxes,  the  most  important  was  the  inheritance 


tax,  an  excise  on  the  transfer  of  property  resulting  from  death.   The 
report  observed  that  this  tax,  first  enacted  in  1891,  retained  much  of 
its  form  since  1907,  although  rates  increased  on  numerous  occasions.    Like 
the  inheritance  tax,  the  racing  tax  administered  by  the  Racing  Commission, 
was  levied  at  graduated  rates,  a  feature  shared  only  by  these  two  taxes. 

*  The  Economy  and  Its  Revenue  Potential.   The  third  report,  the  only 
Commission  report  to  be  prepared  by  an  outside  consultant,  Professor  Ann 
Friedlaender,  M.I.T.,  identified  five  important  economic  forces:   personal 
income,  employment,  productivity,  value  added,  and  investment.   Her 
assessment  of  the  economy  suggested  that  income  was  relatively  high  in 
Massachusetts  and  grew  rapidly  duirng  the  decade  of  the  60s.   However, 
employment  grew  slowly  and  was  particularly  weak  in  the  manufacturing 
sector.   In  Massachusetts,  value  added  grew  more  slowly  than  in  the 
U.S.  as  a  whole.   Productivity  in  the  state  declined  relative  to  the 
United  States  average  and  was  much  lower  than  much  of  the  country. 
Finally,  Friedlaender  described  investment  as  large  and  expected  to  increase 
in  the  immediate  future. 

The  third' ;report  also  described  the  decline  in  the  export  base  of 
the  state  and  cited  high  energy  costs  and  distance  from  markets  as  principal 
reasons.   In  Massachsuetts,  the  growth  of  defense-related  industries, 
such  as  electrial  machinery,  transportation  equipment,  and  instruments, 
was  not  strong  enough  to  offset  the  decline  of  the  traditional  export 
industries  (e.g.,  textiles,  apparel,  and  leather).   The  author  pointed 
out  that  the  economic  well-being  of  the  state  depended  on  the  growth  of 
the  national  economy  and  that  Massachusetts  was  in  a  comparably  good 
position  to  take  advantage  of  the  expanding  service  export  base  and 
high  technology  manufacturing.. 

Based  on  projections  of  the  Massachusetts  economy,  under  the 
existing  tax  structure,  the  report  found  total  revenues  to  equal  $5  billion 
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by  1980.   With  a  stagnant  economy,  the  revenue  projection  was  $4.6  billion. 
With  an  optimistic  economic  forcast,  as  much  as  $6  billion  was  projected. 
The  projections  showed  that  the  Massachusetts  tax  structure  was  quite 
responsive  to  the  growth  of  personal  income. 

*  Revenue  Needs  of  the  Commonwealth  and  Its  Political  Subdivisions. 
The  longest  and  perhaps  most  comprehensive  of  the  four  Commission  reports, 
the  Revenue  Needs  report  analyzed  the  expenditures  of  state  government  and 
all  of  its  political  subdivisions.   The  report  described  the  expenditures 
for  each  level  of  government  for  the  years  1961  to  1969,  and  provided 
estimates  for  the  decade  of  the  1970s. 

In  Fy69,  total  current  expenditures  for  state  and  local  government 
amounted  to  $3.1  billion.   This  amount  included  an  extra  half  year's 
welfare  expesditures  because  of  the  transfer  of  local  welfare  responsibility 
to  the  state.   In  order  to  compare  total  spending  with  previous  years, 
$250  million  was  subtracted  from  the  total,  yielding  a  revised  estimate "of 
$2.8  billion.     The  $2.8  billion  total  represented  a  92  percent  growth 
in  total  spending  (current  dollars)  with  an  annual  growth  rate  of  8.5 
percent  in  spending  since  1961.    Adjusted  for  inflation,  the  growth  in 
total  spending  was  6  percent  annually,  and  57  percent  overall.   During  the 
period  1961-1969,  total  current  expenditures  as  a  percentage  of  personal 
income  remained  fairly  constant  at  11  percent,  until   1968  when  it 
grew  to  above  12  percent. 

Throughout  the  period,  cities  and  towns  spent  the  largest  share  of 
total  expenditures — 65  percent  or  more  before  state  assumption  of  welfare, 
and  55  percent  after  state  assumption.   Over  the  period,  state  spending 
increased  from  28  percent  of  the  total  to  over  40  percent.   At  the  same 
time,  county  spending  decreased  from  4  percent  to  2.3  percent,  and 
Metropolitan  District  Commission  from  2.1  percent  to  1.5  percent.   Special 
districts  continued  to  play  a  minor  role,  spending  less  than  0.5  percent 


of  combined  state  and  local  spending. 

The  distribution  of  spending  by  function  for  state  government 
changed  greatly  over  the  period.   In  1961,  state  government  spent  the 
most  of  its  budget  (32  percent)  on  highways,  and  health  (22.8  percent). 
In  1969,  40.4  percent  of  state  expenditures  went  to  welfare  (compared 
to  only  3  percent  in  1969).   Spending  on  highways  in  1969  dropped  to 
14  percent  of  total  state  spending,  and  health  expenditures  fell  to 
13.6  percent. 

With  regard  to  municipal  expenditures,  prior  to  state  assumption 
of  welfare,  education  accounted  for  32  percent  of  total  city  and  town 
expenditures,  general  government  for  27.5  percent,  and  welfare  for 
23  percent.   Since  the  report  was  issued  just  after  the  state  took 
over  welfare,  no  clear  estimates  of  the  changes  in  municpal  expenditures 
was  given  following  state  assumption. 

When  all  levels  of  goverment  spending  were  combined,  then  broken 
down  by  function,  education  emerged  as  the  largest  spending  category  in 
1969.   Over  the  decade  of  the  1960s,  spending  on  general  government 
and  other  functions,  including  highways,  health,  and  debt  service, 
measured  as  a  percentage  of  total  spending,  declined. 

The  report  provided  estimates  of  future  expenditures  based  on  the 
relationship  between  total  current  expenditures  and  total  personal  income. 
This  simple  model  assumed  that  expenditures  would  continue  to  be  about 
12.3  percent  of  personal  income  until  1980.   Using  three  estimates  of 
annual  growth  in  personal  income  (high — 7.59  percent;  low — 4.76  percent; 
and,  intermediate — 6.49  percent)  estimates  of  total  current  expenditures 
for  the  years  1969  to  1980  were  calculated.   Then,  drawing  upon  the 
revenue  potential  estimates  provided  in  the  third  report,  The  Massachusetts 
Economy  and  Its  Revenue  Potential,  the  gap  between  revenue  needs  and 
revenue  sources  was  estimated.   The  Commission  found  large  gaps  between 
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projected  needs  and  revenues,  however,  concluded  that  none  of  the 
deficits  were  "too  large  to  be  covered  by  a  reasonable  estimate  of  the 
sum  of  local  non-tax  revenues  and  federal  grants  and  reimbursements.'' 
They  concluded,  moreover,  that  "the  deficiencies  of  the  tax  system  arise 
not  from  the  inadequacy  of  total  resources,  but  from  an  unsatisfactory 
distribution  of  the  burden  among  sources  of  revenue  and  among  taxpayers." 

By  and  large,  the  fourth  Commission  report  contained  a  highly 
detailed  description  of  Massachusetts  expenditures.   Divided  into  three 
main  parts,  the  report  described:    1)  expenditures  broken  down  by  level 
of  government — state,  county,  district,  and  municipal;  2)  expenditures 
broken  into  functional  categories — education,  welfare,  health,  highways, 
and  other;  and,  3)  expenditures  broken  down  by  object — personal  services, 
other  current  expenses,  capital  outlays,  debt  service,  pensions,  and 
intergovernmental  transfers.    In  addition  to  providing  a  detailed 
discussion  of  these  topics,  the  report  contained  a  400  page  appendix 
with  hundreds  of  tables  depicting  state  and  local  government  expenditures. 
This  report  provided  what  was  clearly  one  of  the  most  comprehensive 
compilations  of  data  on  the  subject  of  public  spending  in  Massachusetts. 
Evaluation  of  the  Commission's  Reports 

The  four  reports  described  above  represent  the  major  products  of  the 
1967  Special  Commission  to  Develop  a  Master  Tax  Plan.   As  background 
information  and  as  an  update  to  the  stock  of  data  on  state  and  local 
finances,  the  four  reports  served  an  important  purpose.   They  each  contained 
an  adequate  level  of  historical  detail  and  provided  in  some  instances  some 
very  reasonable  projections  for  the  future.   Taken  individually,  the 
reports  were  sound  pieces  of  research. 

Taken  as  a  whde,  however,  the  reports  appear  fragmented  and  not  well 
connected  to  the  overall  goal  of  producing  a  Master  Tax  Plan.   A  final 
report  linking  together  the  Commission's  separate  research  findings  was 
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never  produced.   Instead,  three  interim  reports  attempted  to  serve 
this  function  of  synthesis  and  implementation.   Since  a  final  report 
was  never  produced,  the  Commission's  efforts  bear  an  unfinished  quality, 
suggesting  that  the  goal  of  producing  a  Master  Tax  Plan  was  never  fully 
realized.   A  good  deal  of  energy  was  spent  in  producing  the  four 
Commission  reports,  yet  the  translation  of  the  research  findings  into 
concrete  legislative  recommendations  appears  to  have  been  left  unfinished. 

As  the  summary  of  the  four  reports  suggests,  the  information 
gathered  and  compiled  was  more  descriptive  than  prescriptive.   The 
first  interim  report,  however,  contained  a  set  of  proposals  and 
recommendations  described t the  Commission  as  "tenative  and  long-term" 

i. 

r  ■ 

to  "indicate  the  present  direction  of  thinking  of  the  Commission."   The 
second  interim  report  presented  an  "interim  revenue  program"  in 
recognition  of  the  "immediate  and  demon stratable  need  for  additional 
revenue"  in  the  Commonwealth  and  in  its  cities  and  towns.   This  interim 
report  provided  specific  recommendations  to  help  the  state  "move  in 
the  overall  direction  of  tax  reform  which  the  Commission  feels  so 
strongly  is  required. "   The  third  interim  report  contained  actual 
proposed  legislation  for  the  interim  revenue  program  proposed  in  the 
second  interim  report.   These  interim  reports  contributed  to  the  "unfinished' 
character  of  the  Commission.   Although  the  interim  reports  may  in  fact 
reflect  "the  dirction  of  the  Commission's  thinking,"  they  are  inadequate 
as  a  set  of  recommendations  for  comprehensive  tax  reform. 
Summary  of  the  Interim  Recommendations 

Since  much  of  the  Commission's  work  was  indeed  left  unfinished, 
some  consideration  should  be  given  to  the  interim  report  recommendations, 
regardless  of  their  tentative  quality.   These  interim  recommendations 
can  be  classified  as  serving  two  different  purposes:   1)  those  which 
reflect  the  Commission's  long-range  objectives,  and,  2)  those  which 


appear  to  realte  to  the  Commonwealth's  immediate  revenue  needs, 

arising  in  February,  1971. 

Two  major  proposals  were  deemed  "essential  to  the  Commission's 

long-range  objectives:   1)  a  Declaration  of  Legislative  Intent  to 

establish  the  percentage  of  total  state  and  local  revenues  derived 

from  the  major  types  of  sources;  and,  2)  the  creation  of  a  Revenue 

Policy  Commission.   The  first  of  these  proposals  arose  out  of  the 

widespread  concern  over  the  state's  heavy  reliance  on  the  property 

tax  as  a  source  of  revenue.   For  fiscal  year  1971,  the  proportions  of 

the  revenue  sources  were  estimated  as: 

property  taxes  54  percent 

personal  income  tax  16 
consumer  and 

transaction  taxes  14 

business  taxes  9 

miscellaneous  taxes  2 

nontax  revenues  5 

total      100  percent 

The  Commission  recommended  that  the  property  tax  percentage  be  reduced 

from  54  percent  to  42  percent  and  the  other  taxes  be  increased  to  offset 

this  reduction.   The  proposed  distribution  was: 

property  taxes  42  percent 

personal  income  tax  21      ;> 
consumer  and 

transaction  taxes  21 
business  taxes  9 
miscellaneous  taxes    2 

nontax  revenues  5 

total      100  percent 

It  was  the  Commission's  hope  that  these  percentages  be  written  into  the 

state's  tax  laws  to  serve  both  as  an  indication  of  overall  state.. and 

local  revenue  policy  and  as  an  effective  control  mechanism.    While  the 

Commission  members  agreed  that  a  more  balanced  distribution  of  taxes 

was  needed,  this  major  proposal  appears  to  have  been  based  on  very  little 

analysis.   The  proposed  percentages  were  arrived  at  "roughly  according  to 
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what  national  averages  were,"   implying  that  Massachusetts  should  follow 
the  lead  of  other  states.   Little  apparent  attention  was  given  to  either 
the  potential  economic  effects  of  increasing  non-property  taxes,  or  the 
change  in  the  incidence  of  total  tax  payments  under  the  proposed  distributioi 
The  apparent  goal  of  this  proposal  appears  to  have  been  the  reduction  of 
property  taxes,  regardless  of  the  impacts  of  increasing  other  taxes. 
Little,  if  any  justification  was  provided  for  the  percentage  figures. 
While  the  goal  of  reducing  property  taxes  is  reasonable,  the  percentage 
distribution  approach  was  not  backed  by  any  clear  analysis. 

The  only  other  proposal  related  to  the  Commission's  long-range 
objectives  was  the  creation  of  a  Revenue  Policy  Commission.   The  powers 
and  duties  of  this  new  commission  appear  to  be  reasonable:   1)  to  research 
revenue  needs  and  sources,  2)  to  make  annual  recommendations  with  regard 
to  any  changes  in  the  percentage  of  total  revenue  to  be  obtained  from 
each  category  of  revenue,  3)  to  make  necessary  changes  in  the  rates  of 
taxes;  4)  to  certify  the  amounts  to  be  appropriated  from  the  states 
General  and  Highway  Funds  as  a  transfer  to  the  Local  Aid  Distribution 
Fund;  and,  5)  to  certify  the  amounts  to  be  received  by  each  city  or  town. 
Here  again,  the  Commission  provided  little  written  justification  for 
creating  this  new  administrative  mechanism,  other  than  the  need  to  ensure 
that  the  annual  changes  in  each  tax  conform  to  the  prescribed  percentage 
distribution^of  revenue  sources.   Although  the  Commission  members  were 
in  agreement  as  to  the  need  for  creating  the  Revenue  Policy  Commission, 
no  compelling  argument  was  presented  as  to  why  an  entirely  new  mechanism 
was  needed,  and  how  duplication  of  efforts  by  existing  agencies  and 
committees  of  government  would  be  avoided. 

The  bulk  of  the  Commission's  interim  recommendations  pertain  to 
the  Commonwealth's  immediate  revenue  needs,  arising  in  February,  1971. 
The  Commission  released  an  "interim  revenue  program  for  additional  taxes 
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in  recognition  of  the  immediate  and  demonstrable  needs"  of  the  state, 

and  cities  and  towns.   This  interim  tax  program  was  to  raise  approximately 

$300  million  in  new  revenues  with  approximately  one-half  of  this  amount 

going  to  the  state  and  the  remainder  to  cities  and  towns  to  be  used  for 

property  tax  relief. 

In  summary,  this  interim  revenue  program  planned  for  a  broadening 

of  the  sales  tax  base,  elimination  of  certain  income  tax  deductions, 

a  1/2  percent  increase  in  the  income  tax  rate,  increases  in  motor  fuels 

and  cigarette  taxes,  and  reductions  in  business  taxes.   The  resulting 

changes  in  the  tax- take  were: 

Income  tax  $132  m 

Sales  tax  155 

Other  consumer  taxes  36.8 

Business  tax  ,9~  ,» 

(reduction)  UJ.«J 


Total       $300.5 
(For  a  more  detailed  description  of  proposed  tax  changes  see  Appendix  II). 
THese  proposals  appear  to  be  backed  with  considerably  more  analysis  and 
justification  than  the  previous  Commission  recommendations.   Most  of 
the  Second  Interim  Report  was  devoted  to  a  careful  appraisal  of  the 
proposed  tax  changes.   This  set  of  proposals  was  clearly  one  of  the  more 
finished  products  of  the  Commission. 
Conclusion  and  Summary 

The  1967  Special  Commission  to  Develop  a  Master  Tax  Plan  was  a  mixture 
of  success  and  failure.   On  the  positive  side,  four  Commission  reports 
and  three  interim  reports  were  produced,  amassing  a  tremendous  amount  of 
information  and  updating  research  which  had  not  been  conducted  si-nce  a 
previous  commission  in  1948.   An  interim  revenue  program  was  proposed 
which  potentially  could  have  moved  the  state  in  the  direction  of  comprehensiv 
tax  reform.   Moreover,  the  Commission  drew  together  individuals  who  actively 
discussed  tax  reform  and  indentified  key  areas  of  concern  in  state  and  local 
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finance.   On  the  negative  side,  the  Commission  never  really  pulled 
together  all  of  its  separate  research  activities  into  a  coordinated 
Master  Tax  Plan.   Although  the  interim  revenue  program  came  close  to 
integrating  much  of  the  Commission's  work,  this  program  was  designed  to 
meet  immediate  revenue  needs  rather  than  long-range  objectives.   The 
Commission  never  produced  its  final  report  and  hence  fell  short  of 
establishing  a  revenue  program  for  the  decade  of  1969-1979,  the  stated 
goal  at  the  onset  of  the  Commission.   The  Commission's  activities  appear 
to  be  marked  by  an  uneveness  in  the  quality  and  coverage  of  its 
research  efforts,  particularly  evident  in  the  interim  reports.   While 
the  interim  revenue  program  appears  to  based  on  some  careful  analysis, 
other  recommendations  such  as  those  for  a  Revenue  Policy  Commission  and 
the  Legislative  Intent  to  establish  percentage  of  revenues  to  be  derived 
from  the  major  tax  sources,  were  not  as  well  articulated. 

It  is  unfortunate  that  the  final  report  was  never  produced.   The 
Commission  had  the  potential  for  developing  more  long-range  proposals  and 
going  beyond  the  interim  stage  in  never  fully  outgrew.   After  four  years 
of  research  on  background  issues,  the  1967  Commission  floundered  and 
then  expired  without  producing  final  recommendations.   Some  would  argue 
that  such  commissions  are  incapable  of  producing  long-range  proposals, 
that  they  are  inherrently  restricted  to  purely  academic  research  and  not 
attuned  to  the  realities  of  legislative  reform.   Others  might  contend  that 
such  commissions  provide  at  best  an  oportunity  to  defer  decision-making 
on  the  substantive  areas  of  government  reform,  and  the  real  battles  need 
to  be  fought  on  the  floors  and  in  the  corridors  of  the  State  House.   Yet 
others  would  maintain  that  the  Commission  had  a  very  real  role  to  play  in 
an  advisory  capacity  in  which  the  members  could  discuss  tax  reform  in  a 
structured  fashion,  in  neutral  territory. 

In  assessing  the  successes  and  failures  of  the  1967  Commission,  other 
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factors  such  as  the  internal  structure  of  the  Commission  or  the 
personalities  of  the  principal  actors  may  have  also  played  an  important 
role.   It  is  clear  that  a  Commission  with  15  members  and  at  least  a 
dozen  committees  and  subcommittees  may  have  had  serious  problems  of 
coordination  and  communication.   The  disjointed  structure  of  the  Commission 
may  have  been  one  cause  of  the  fragmented  quality  of  its  products.   The 
conclusion  of  the  second  interim  report  stated:   "no  individual  member  is 
in  agreement  eith  each  and  every  element  in  the  plan.   On  many  of  the 
items  there  was  sharp  disagreement  within  the  Commission."   Perhaps  a 
more  concerted  effort  to  reach  consensus  on  the  Commission's  findings 
and  recommendations  would  have  led  to  a  better,  more  balanced  product. 
The  next  commission  on  tax  reform  should  attempt  to  go  beyond  the 
1967  endeavor.   There  needs  to  be  a  better  understanding  of  the  research 
goals  and  a  clearer  integration  of  the  separate  research  activities. 
Recognizing  from  the  onset  that  individual  members  will  bring  to  the 
Commission  diverse  attitudes  and  interest,  every  attempt  should  be  made 
to  reach  consensus.   Clearer  lines  of  accountability  for  the  Commission 
need  to  be  established.   A  more  aggressive  attempt  to  tap  the  intellectual 
and  academic  resources  within  the  Commonwealth  could  "yield  a  more  even 
set  of  analyses.   A  strong  internal  structure  should  be  adopted,  with 
better  lines  of  communication  to  ensure  that  all  commission  members  are 
kept  informed.   Finaly,  more  emphasis  should  be  placed  on  policy  formation 
rather  than  background  information.   Key  decisions  as  to  recommended 
policies  or  changes  in  the  tax  system  should  not  be  made  in  a  vacuum, 
but  rather,  as  the  focus  of  the  Commission's  efforts.   The  experience  of 
the  1967  Commission  suggests  that  while  much  can  be  learned  from  the  past, 
the  new  Commission  needs  to  be  approached  from  a  fresh  perspective. 


Appendix  I:   Members  of  the  1967  Commission 
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The  Commonwealth  of  Massachusetts 


MEMBERS  OF  THE  COMMISSION 


.v.Vi 

:.i 

•  ■•* 
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SEN.  GEORGE  V.  KENNEALLY.  JR. . 
of  Boston,  Chairman 

REP.  JAMES  A.  O'BRIEN,  JR. . 

of  Fall  River,  Vice  Chairman 
_»  ■ 
MRS.   DEBORAH  ECKER 

of  Weston,  Secretary 


SEN.  ROBERT  L.   CAWLEY 
Boston 


ROBERT  T.  CAPELESS 
Newton 


SEN.  WILLIAM  L.  SALTONSTALL 
Manchester 


JOHN  DANE,   JR, 
Brookline 


REP.   MICHAEL  J.  DALY 
Boston 

REP.  ALAN  P.   DANOVITCH 
Norwood 

REP.  ROBERT  J.  McGINN 
Westfield 

REP.   FREDERIC  W.   SCHLOSSTEIN,  JR. 
Warren 


MALCOLM  Y.   MacKINNON 
Millis 

J.   KINNEY  O'ROURKE 
West  Newton 

WILLIAM  A.  SCHAN 
Belmont 

WILLIAM  J.  S  PEERS,  JR. 
Winchester 


'  2^. 
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•Jt.r. 
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ROBERT  H.  McCLAIN,  JR. 
Executive  Director 


CHARLES  K.   COBB,  JR. 
Research  Director 


Appendix  II:   Interim  Revenue  Program,  February  1971 
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TABLE  L  (continued) 

PROPOSED  PROGRAM  FOR  ADDITIONAL  REVENUES, 
WITH  ESTIMATED  ADDITIONAL  REVENUES  FROM 
EACH  SOURCE  SHOWN  ON  AN  ANNUAL  BASES. 


4*        Trmde-ln  allowance*  for  automobile*, 
boats  and  airplane  ■ 

5.  Repeal  current  exemption  for  clothing 

costing  over  $175  and  apply  tax  to 
all  clothing  except  children's 
clothing 

6.  Repeal  current  meals  (old  age)  tax  of 

5. 7%  on  meals  costing  over  $1.  00 
.and  subject  all  meals  and  other 
charges  to  the  sales  tax 

B*       Total  increase  in  sales  tax  revenues 

Other  Consumer  and  Transaction  Taxes 


$  15,200,000 


15,000,000 


$155,000,000 


A.  Motor  fuels  tax— increase  of  l<?  per  gallon     $  23,400,000 

B.  Cigarette  tax — increase  of  2$  per  pack  13,400,000 

C.  Total  increase  in  other  consumer  excises       $  36,  800,  000 


Corporation  Excises  (not  Including  taxes  paid  by 
"  business  in  other  areas) 

A*  Elimination  of  machinery  and  equipment 
from  the  tangible  property  measure  of 
the  business  corporation  excise 


B.       Elimination  of  deposits  measure  of  the 
tax  on  mutual  thrift  institutions 

C       Total  decrease  in  revenues  from 
corporation  excises 

Summary  of  Recommended  Tax  Changes 

A.  Income  tax 

B,  Sales  tax 

C       Other  consumer  taxes 
D,        Corporation  excises 

GRAND  TOTAL 


($  18.000,000) 
(5. 400, 000) 
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1    23.400,000) 

•  4 

$132,125,000 

V* 

s 

155,000,000 

\ 

36,  800,  000 

* 

(23, 400, 000) 
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$300, 525, 000 
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TABLE  L 

PROPOSED  PROGRAM  FOR  ADDITIONAL  REVENUES, 
WITH  ESTIMATED  ADDITIONAL  REVENUES  FROM 
EACH  SOURCE  SHOWN  ON  AN  ANNUAL  BASIS. 


Income  Tax 


Increases  In  the  base  of  the  taxi 
1.        Income  currently  not  taxed 


b. 


Interest  on  deposits  In  banks 
Net  rental  Income 


2.        Elimination  of  present  deductions 

a.  State  tax  deduction 

b.  Social  security  tax  deduction 
c        Governmental  and  railroad 

retirement  contributions 

Increases  in  rates  of  tax  by  l/2%t 

1.        Increase  In  revenue  oa  current  b 


$  25.000,000 
1,000,000 


16.800,000 
20. 000, 000 

3,  000,  000 


C. 
Sales  Tax 


a.  Earned  Income 

b.  Interest  and  dividends 

c        Gains  from  sales  of  intangibles 

2.        Increase  in  revenue  oa  Income  made 
taxable  above! 

a.  Income  currently  not  taxed 

b.  Elimination  of  deductions 

Total  Increase  in  income  tax  revenues 


52,  500. 000 

4.  075.  000 

5.  125,  000 


1, 825, 000 
5. 000. 000 

$132,125,000 


Increases  in  the  base  of  the  tax— items 
currently  not  subject  to  the<taxj 

1.  Selected  services— personal  and 

business  services 

2.  Machinery  and  replacement  parts 

3.  Sales  of  alcoholic  beverages: 


$  60.500,000 
32,000,000 


a.  Sold  for  off  premise  consumption     22,  300,  000 

b.  Sold  for  on  premise  consumption     10, 000,  000 
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